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THE KUOROMIC SIGNIFICANCE OF THE SATELLITE COUNTRIES 
TO THE USSR 


the econony ef the European Satellite power complex,* despite many 
deficiencies, represents a major addition to Soviet strangth. Sovict 
domination over this area is now sufficiently complete to enable the 
USSR beth to utilize ite resources and to direct ite future sconomic 


developaent. 
in exploiting the individual Satellite countries and in plemning a 


louger-term dsvelepmont of the whole area, the USSR 4s attempting to 
ashieve the following results: 


1. Increased Soviet denination and control over the entire ares, 


2. Increased benefits to the Soviet economy, with particular 
emphasis on thoes activities contributing directly to military strength= 
in-being as well as to war potential, 


3. Increased capabilities of the Satellites to contribute to the 
USSR in wartime. 


4. Increased capabilities of the Satellites to condust loeriisad 
war within or apart from larger war plane (for example, locel military 
action against bordering states). 


In tightening its hold over the Satellites, the USSR has been increasingly 
mucceseful, Follewing the conclusion of hostilities in Europe, the USSE 
actively pursued 2 policy of crude and essentially unplanned exploitation, 


IRA ARNE soe MEE RRA 

* The European Satellites considered in this paper include East Germany 
(German Democratic Republic), Pelend, Cuechoslovakis, Rumania, Hungary » 
Buigaria, and Albania. The Soviet Zone of Austria is included only in 


special instances, 
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including outright requieition of materiale and equipment end imposition 
of bilateral trade pacts on terma overvhelmingly advantageous to tho USSR, 

- These actions were followed and, in part, were paralleled by Soviet measures 
to gain control over Satellite economies through the management of joint 
Soviet-Satellite companies in key industries, infiltration of Sovist "advisors" 
into key plants and government ministries, and generel direction over the 
entire econoay through Soviet~controlied political leaders. More recontlLy 
the Kremlin hes turned fran its policy of exploitation for immediate gains 


collaboration, through trilateral trade deals, and, most important, through 
. the coordinating and planning activities of the Soviet-Satellite Council of 


Meanvhile, Soviet donination is sufficiently complete to insure continned 
Satellite econonie support. for other Soviet objectives. Thia suppert takes 
the form of (12) military manpower; (2) equipment and materials for use in 
the USSR; (3) technical and scientific personnel; (4) production of military 
itene for both Satellite and Soviet armies; (5) stockpiles of important 
commodities; (6) pert and rail facilities, werchouses, and airfields; and 
(7) economic weapons for use in eeononie warfare against the West. 


With about 23 percent of the population and about 4 parcent of the arca 
of the Soviet Blec, excluding Communist China and Communist Korea, the . 
European Satellites produee about 67 percent of the uranium, 34 percent of the 
alectron tubes, 45 percent of the electron lamps, 42 percent of the synthetic 
ammonia (4uportent in explosives), 76 percent of the cerkide, 50 percent of 
the chlerine; 43 percent of the locomotives, 21 percent of the steel, ever 
30 percent of the coal (e11 typos), almost 20 percent of the petrolem products, 
30 percent of the grein, almost 40 percent of the Isat, aud a lerge percentage 
of many other strategic items (gee table in Appendix). With such preductive 
capacity, the Satellites are able to offset, at least partially, Soviet 
shortages in such important lines as uranium, elestronie equipment, and ether 
products of engineering industries, petroleum products, copper, lead, zinc, 
carbon black, and chemicals for explosives. . 

The scientific and technical personnel in East Germany and Czechoslovakie, 
and to a lesser extent in Poland and Hungary, constitutes. a major conteibu= 

- tien to Soviet capabilities. Although relatively fey of these persomel have 

been moved to tho USSR, the produets of their gkiii are of major value to the 
Soviet econany, 
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the USSR is directing the esonemie development of the Satellites to 

insure their even greater contributions and to prepare them for wer. Such 
direetion is evidenced by the high percentage of Satellite national inocuze 
and budgetary allecationa taken up by investment avd defense expenditures. 
‘These expenditures are used to support the expanaion of industrial capacity, 
of the armed forces, and of the production of military items. Included in 
these expenditures are the accumulation of stockpiles (pertioularly petroleum 

_ and foodstuffs) and the construction of airfields, railroads, transshipment 
points, port facilities, warehouses, and possibly some underground facilities. 
All of these efforts are undertaken, at least in part, to improve the 
strategic position of the USSR. Some of these activities point to prepara~ 
tion for a general war; others, to preparation for local ware not involving 
the use of Soviet armed forces, , ~ 4 


The policy of the USSR in exploiting the Satellites, while vigorously 
pressing for their long-term develepment, has put the USSR to some cost. 
Serious raw material deficiencies, which oan be met only by imports from 
the USSR and the West, have developed in the Satellite area. To meet 
the very high planned rates of investment, Satellite elvilian sonmmption 
bas been cut back, thus retarding the recovery of living standards to pre« 
World “ar Ii levels, which even then were considerably below Western levela. 
The cutback in civilian consumption hes im turn bewn accaspanied by infla- 
tion, which hag impaired the efficiency of the Satellite economies and 
created popular discontent. Forced collectivization has further reduced 
supplies of civilian goods and has, in addition, stimilated discontent in 
rural areas. Nevertheless, the things that the USSR supplies te the Satellites-~ 
gach 26 iron ore, certain ferrvalloys, salt for the chemical industry, and 
cotton--~are not. critically short In the USSR, Moreover, imports fran non 
- Bloc sources are largely paid for by Satellite exports to the West. Hense 
the Satellites are clearly making a net contribution to the Bloc's military 
potential and will meke larger contributions in the future, 


In the current East-West campaigns of modified economic warfare there 
are certain Satellite assets which are useful to the Soviets. The dependence 
of the Wast on Satellite exports, particularly foolstuffs ami Polish coal, 
inhibits the West in expanding ita program of expert controls. Satellite 
trede channels and contacts provide the USSR with means for circumventing 
the Western controls that are applied. However, in any economic warfare 
these Satellite assets are more than offset by Satellite dependences on 
the West for materials, equipment, and replacement parts. Already the 
inability to precure imports fron the West has retarded Satellite industrial 
development. 


This current Satellite dependence on imports from the West constitutes 
a serious vulnerability. Inflation, low living levels, and oppesition to 
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collectivization are other weaknesses that the West possibly could exploit 
to advantage. Also, as the USSR and Satellite econanies become increasingly 
interrelated and interdependent, the effect on the Soviet economic potential 
of a lesa of the Satellites would be more damaging. Nevertheless, the 
Satellite power complex wlll continue to represent a major net addition 

ta Soviet strength. 


The following discuasion of the Satellite power complex exnmines 
oY the devices used by the USSR to control the European Satellite econmy, 
2) Soviet gains from the Satellites, (3) deficiencies ani wealneases in 
Satellite contributions, (4) Soviet net gains, and (5) Satellite sconanic 
yulnerabilities. 
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Soviet formulation and direction of planning in the European 
Satellites constitute the most important means by which the USSR assures 

& growing inérement to ite war potential from these countries, An 
increasingly important mechanian through which Soviet control of plan 
formulation and execution is exercised {3 the Couneil of Economie Mutual 
Assistance (CEMA), the Soviet instrument for directing the economic integrae 
tion of the Satellites. The Council sxsreiaes bread powers over the economies 
of the Satellite countries, deciding what proportion of effort each menber 
country shall put into the production of ray materiais, capital goods, and 
consumer items; the types of goods te be produced; and the depres to whieh 
the econenies of the several. Satellite countries shall be fuged into one 
interdependent whole. By promoting specialization of preduction, incsressing 
trade between the various Satellites in items so produced, making the various 
econoaies dependent on the USSR for essential materials and marketa, and 
discouraging trade with the West which is net beneficial to the Orbit, both 
Soviet econanic daiination and the Soviet military-sconenic potential are 
strengthened. aa 


Imediately following the end of hostilities in Europe, the Soviet 


tries by placing Soviet “advisors” in key positions and by establishing part 
ownership of sectors ef the Satellite economies through joint companios, the 
USSR altered ite policy of direct exploitation. This alteration in polisy an 


Measures employed through CEMA dnelude the following: (2) controlling 
the distribution of resources among the Satellites, (b) integrsting national 
production goals ani policing performance, (¢) pooling and utilizing foreign 
exchange and extending credit in order to direct production into lines required 
for strengthening the Soviet war potential, and (d) seme centralised purchasing 
in the West through agencies set up for thet purpese. 


Through national and regional plans the USSR sets annual. snd Leng 
term production schedules and dictates the categories and quantities of . 
gooda to be produced by the Satellites. This pattern of control has been 
increasingly apparent since 1948, when the Soviet Union sherply modified 
= 5 wo 
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its policy toward the Satellites frem one of Looting and short~term 
exploitation to building up the economy ef the arsa as a whole for Legge 
term exploitation. These national and regional plans, which consistently 
emphasize the development of heavy iniustry, are comprehensive in asope 
end detailed ia their provisions for directing all important economic 
activity. 


An inereasing portion of the national income of the Satellites 4s 
being allocated to capital investment and militery production. In Creche 
slovakia, over 40 percent of the national investment projected in the Five 
Year Plan is to be in industry. The planned rate ef industrial devel opaent 
ig generally high throughout ‘the Satellite area, but Albania, Bulgaria, and 
lumania have been unsuccessful in meeting Plan goals for industrislization. 
East Germany, Czechoslovakia, and Poland, on the othor hand, are rapidly 
expanding their industriel capacity. Pelish industry, for example, in 1955 
is to account for 60 percent of the national income. Satellite expendi tures 
for military purposes in 1950 equaled on the average roughly 10 pereent of 
national incane, and there is evidence that such expenditures in 1951 and 
1952 will be oven greater. 


As part of lengoterm planing, an over-all scononie plan for each 
Satellite is made anrmally, with details revised each quarter. Plane for 
each producing unit inelude: (a) an cstimate of capitel usedsd, listing - . 
requirenents for investment, renovations, rev materiale, depreciation, taxss, 
and other operating costa; (sy) a financial plan, iniiesting expected income 
and outley, as well as profita to accrue to the State treasury; and (s) « 
distribution and delivery plan, showing the amount of goods te be shipped each 
quarter and the means ef delivery. Manpower needs are related to capacity 
and productivity of machines ani are based on man-heure required fer each iten. 


Coordination of plans at all levels and theis integration inte 
Soviet economic plens sre azsured by Soviet allocation of materials te 
iuplenent production schedules and by the direst participation of Seviet 
personne! in Satellite economic activities. 


The CEMA structure is part of a wider pattern of Soviet ecordination 
of Satellite eeonemies. It has provided the Soviet Union with en effective 
Jastrment for directing all economic activity in Satellite countriea 
through active participation by the goverments of those seuntries, In 
conjunction with the system of bilateral trade agreements, 2h faeilitates 
close Seviet surveillance of Orbit production and trade. Ita control of 
credit amd fereigu exchange permit tight Soviet conteel evar regions]. ellosa~ 
tion of resources and provide in effect a lien on future preduction of the 
Satellites for the benefit of the warsitaking capabilities of the USSR, 
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Soviet domination of Satellite finance and foreign trade ennbles 
the USSR to realise military-sconomic gains, In general, leans and eredita 
are extended by the USSR to the mora industrialized Satellites, which, in 
turn, advance leans to the industrially baclwurd Satellites. These loans 
and credita premete econante develepment and the exchange of mtoriala aleng 
‘the lines desired by the USSR, The Satellite countries tmport fron the USSR 
the capital goods and raw materials necessary for industrielization, but 
the industries developed are those which ean contribute most to the seonomie 
potential for war ef the USSR, For example, the USSR supplies 43 percent 
of Poland‘ importe of from ere and ell of Poland's imports of manganese 
oré. The USSR also supplies 60 porcent of Hungary's imports of iron OFS, 
75 percent of ita salt (the key raw material fer the chemisal industry}, 
and 40 pereent of its cotton. A large prepertion of the output of industries 
processing these materials is taken by the USSR in return, 


potential. Among the provisions vere arrangenents for.an increasing flew te 
‘the USSR of such raw materials as coal. ani coke fron Poland, petroleum fran 
Rumania, beuelte fram Hungary, lead and zine from Bulgaria, and raw chemicele 
oni uranium ores from East Germanys ‘These agreemeuts also called for 
accelerated deliveries of industrial. equipment from the more industrialized 
Satellites, ineluding, for exatiple, chemica’l Plants, pumps and compressors, 
and industrial instruments from Fast Germany and Czechoslovakiag locemt4ves 


++ Soviet Rartdelnation tn Satellite Weonomic Activity. 


Production and del4very to the USSR of specified etrategic industrial 
commodities are facilitated through the operation of joint Soviet-Satellite 
companies which are Sevist=contxolled, Sueh companies control some of ths 
nost impertant sectors of the Rumanian and Bungerien esenomies, as well ag 
some sectors of the Polish esonony, The joint companies also control wraniun 
preduction in the entire Setelléte area. In addition, there are 20 large 
combines in East Germany selely oumed and operated by the USSR, 
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Where increased production and increased economic separation from 
the West seem to be advantageous, the USSR encourages the development of 
an intra~Satellite industrial nexus and of Joint industrial develapnent 
projects. Fer the "little Ruhr® that 1s to be developed on the Caschoslovake- 
Polish border, Czechoslovakia is to furnish industwial equipment, Poland ia 
to provide coal, and both are to contribute manpower. There also is acme 
interchange of electric power on a small scale among the Satellites. 


Soviet industrial techniques and the standardization of production 
along Soviet lines are imposed on the Satellites in varying degrees, with 
the more highly industrialized Gsecheslovakia and East Cormany largely 
excepted. It ia not known to vhat extent Soviet solentifioc knowledge is 
being made available in the Satellite area, but it is abmdantly clese that 
Satellite scientific kmowledge is being exploited by the Soviete wherever 
4% is to thelr advantage. 


‘tthe USSR obtains from the Satellite countries goods, services, and 
technicians and also utilizes Satellite transpertation facilities. Among 
the most important goods supplied by the Satellites are uranium eres and 
concentrates, zine and lead, chemicals, fabricated steel products, petroleum, 
coal, and industrial equipment, ineluding equipment for the electronics 
industry. For example, 50 percent of the total annual production of the 
engineering industries of East Germany, Czechoslovalie, and Hungary is 
exported to the USSR, A large proportion of petroleum products fran the Orbit 
4s being stockpiled for potential military use, and a portion of Satellite 
agricultural production is set aside for Soviet utilization. Moreover, the 
USSR obtains various military items, and, with increasing conversion of Orbit 
industries to military production, this flow will be bigger in 1952. 


1, Ghenfeads.* 


The chemical industries in the Setellite arce make an important 
and direct contribution to Soviet war-msaking capabilities. East Germany, 
whose plants have been restored to prewar capacity, makes the larges? conteie 
bution. The Polish coke~chenical industry is making exports to the USSR 
that constitute a substantial proportion of the chemicals used directly in 
the Soviet manufacture of explosives. The Czechoslovak, East German, arc 
Pealish rubber industries, though dependent on raw materials imperted 
principally from the USSR, export tires, belting, and rubber-coated articles 
to the USSR. Rumanien ebipments of carbon black to the USSR are significant 
additions to Soviet supplies. Other chemicals of which Satellite pretuction 
is significant in relation to Soviet output include synthetic ammonia, 7h 
percent of the USSR’a production; nitric acid, 32 percent; and sulphuric 


RABE ERMC EUDICT : 

# “Goantitative estimates of shipments of chemical could not be compiled for 
this paper, nor have chemical production in the Soviet Zone of Austria and 
shipments to the Soviet Union been ineluded» 
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esid, 34 percent, 


Substantial exports of pyrites go from Albania, Bulgaria, ani 
Rumania to the USSR, As long as the nore industrialized Satellites are 
able to obtain sulphur and pyrites fron the West, they will be able to 
continue to contribute substantially to the Soviet potential by maintain= 
ing the flew to the USSR of end~prodvetsa dependent on these naterial a. 
such ag explosives and fertilizers, . 


26 
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Although the Satellite area in 1941 and 1952 will probably produce 
between 6.5 aml 7.5 million metric tone of steel, very little will be shipped 
to the USSR in unfabricated form. Hewover, a considerable proportion of 
Satellite steel ie being utilized by the Czechoslovak end East German 
engineering iniustries, which make large shipments of their products tc the 
USSR, as discussed under Engineering Industries (pe 10), 


30 


The Satellites’ resources of nonferrous metals are small in relation 
to requirements. Production of lead, antinouy, and bauxite, however, almost 
equals Soviet production, and Satellite output of zine (107,000 notrie. tons) 
exceeds that of the USSR (105,000 metric tons), Despite the fact that produc= 
tion of nonferrous metals is below Satellite requirements, copper, Teed, and 
sine are experted to the USSR, 


4o 


The Satellites in 1950 supplied approximately 67 percent of the uranium 

ore and concentrates produced in the Soviet Bloc, with East Germany asccunting 

ie 45 Dereeats Czechoslovakia, 15 percents Bulgaria, 4 percent; and Poland, 
pPSrcento 


50 


_ , Over 50 percent of the petroleum products produced in the Satellites 
is at the disposal of the Soviets for stockpiling, expert, aud the supply of 
Soviet forces in the area. About 4.1 million netric tens of petrelem 
preducts refined from the crude were made avallable to the USSR in 1950 
by the Satellites (as compared with Seviet production ef 34 million nuetrie tens 
of petroleum products), and a larger amount will be available in 1952. 

Certain special petrolem products, however, were shipped fren the USSR te 
various Satellites in 1950, 
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fhe USSR ia a net importer of coal. Poland ia the only eounixy in 
the Blec (the USSR and the Satellite countries combined) with a large sure 
pilus, In 1950, Polish exports to all countries smounted to almost cze= 
third of the coumtry’s output of bituminous cecal and approximately fours 
fifths of ite lignite, amounting to 25 and 4, million uetrie tons, TEEPSCe 
tively. Polish coal. shipments to the USSR, East Germany, and Caechoslovairia 


tons of coal (as compared with the USSR*g 1950 production of about 260 million 
metric tons) and about 0.25 million netrie tens of ecke (as compared with _ 
Seviet production of about 25 million motrie tons). Satellite preduction ef 
coal in 1950, including brown-eoal and lignite, was 289 million metric tous. 
the Satellites also produced 505 million metrie tons of netellurgical cole 


East Germany, Caechoslevekia, and, to a lesser degres, Hungary and 
Poland are the only Satellite coutriens that have engineering industries 
with significant capacitics, These countries export to the USSR epprarinately 
=0 percent ef their total annual preduction, or an amount equal te about 25 
percent of annual Soviet production, Specific itens in these shipments, 
particularly electrenie equipment, clectric mters, dlesel engines, industrlel 
ineteuments, and machine tools, make a much more inpestent ecatribation to 
Soviet industrialemilitary expansion than is indicated by the percentage 
figures. Sinllerly, ezporta of industrial equipment in short supply, principally 


Ss transportation. 


The transportation systens of the Satellites make important indizect 
contribationa to the USSR an carriors of ray materiala and industrial predacts. 
Ta military terms, the strategic location of Satellite transportation facili= 
ties in the buffer belt betwean the USSR and the West makes them of great. 
potential importanee to the Soviet Union in case of war, An inereasing number 
of reilway transloading points have beon created in recent years. The Wo tates 
way and highway systems are of leas inportanee fer the movement of traffic 
and for military operations. Afr transport systens throughout the AaPCA » 
particularly the airfield networks, contrite Little to the economic potential, 
being chiefly of strategic military sienifieance, 
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ty of technical and scientifie persomel, particularly 
from East Germany, has helped to specd production throughout the Bles. The 
manpower supply for heavy industry has dnereased since the war and must 
continue to rise at a rapid pace to mest econamic goals in 1951 and 1952. The 
total Satellite nonagricultural forse in 1950 was 18.02 million es ecupared 
with 45.24 million in the USSR, The latter figure includes apprexinateLy. 

10 million slave leborers, Rising levels of military mobilization 4in the 
Satellites inwreasingly limit the avaliability of industrial manpower. East 
Geraany, Caechoslovakia, Hungary, and, to a lesser degree, Polend are 
approaching the point of maximm labor availability and utilization. 

Shortages are secon likely to occur that will retard longerangs industrial 
development. Resort to nore cosreive measures to increase the Industrial 
labor force and productivity probably would not prove effective. Agricultural 
eollestivization may release sone additional manpower for industry and military 
service, but collectivicetion is moving slowly because of strong peasant 
resistence, There is, therefore, little margin for further expansion of the 


the Satellite area is linited primarily to the accummiistion of petrolewm and 
foedetuffs. In Czechoslovakia, East Germany, and Poland, small stockpiles 
of the following commodities also are indicated: crude abrasive grains, 


than steckpiles for emergency. Stockpiling of ferrous and nonferrous metals, 
tin, rubber, wol, and cotton 4s not evident and may not exist, since these 


Thers is ne evidence that Satellite atockpiling is being integrated 
into the USSR's stockpiling program. Despite the negative indications of 
available evidesce, it is likely that in 1950 the Satellite countries, fullow 
ing the practice of the USSR, devoted some 6 reent of + r 
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In considering agriculture in the Satellites and ita contribution 
to the military-ecenanic potential of the Soviet Hloe, 2% is necessary to 
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distinguish betueen two groups of countries. This distinetion is necessary 
because levels of production for daestic requirements in relation to stock- 
piles are significantly different in each proup and because the agricultural 
econcemios of the two groups ere not integrated in the sense that surpluses 
and deficits mutually offset each other. 


In the flrat group of countries, which compriger Cuaechoslovalin, 
Hungery, Bulgaria, Rumania, and papanies Uke there is little evidence of food 
stockpiling exept in Albania, where a mnall stockpile of grain has bean 
aemumleted. Grain preduction in these countries in 1950 was below require= 
menta beemse of drought conditions, and a deficit of 0.9 million metric 
tong is indicated for 1 August 1951. If weather conditions are normel in 
1951-52, grain production in theses countries is expssted to be sufficient 
to cover requirenents and leave a surplus of 0.6 million mstrie tons o 


In contrast, stockpiling of grain an the second group ef sountriss-<« 
East Germany and Poland--is extensive. If estimates and plans prove realistic, 
surplus grein totals in thease two countries should be mere than 4 million netria 
tons in 1952. A grain stockpile of 1 million tons in East Germany, which is 
self-suffieiont in grain production, was reported in 1950, and shipments inte 
this area from the USSR of 0.75 million metric tone in 1951 and of 6.80 
wiliion tons In 1952 are estinated. Poland produced a grain surplus of 0.7 
willion metric tons in 1950-51, and a surplus of 1 milifon tons is eupested 
fren the 1951-52 harveata, 


Surplus atecks of meat also are considerably more extensive Ja Pollard 
ami Fest Germany than In the other Satellites. ‘In 1950 a stockpile of 45,000 
metrie tons of canned meat was built up in Eest Germany by the USSR. Meat 
production in Poland in 1956 indiestes a surplus of 100,000 metric tons as of 
1 August 1951, and the cutleok for 1941-52 is for an additional surplus. of 
130,000 tons. If existing stecks are naintained and supplemented with antiel- 
pated production surpluses, supplies in East Germany and Poland may execed 
300,000 aétric tons ty 1 August 1952. In the first group of comiries, 
on the other hand, meat production provided a surplus for ateorage of only 
28,000 metrie ton, and this was atiributable to inereased slaughtering as 
a resuit of the drought. Total meat production in the Satellites in 1950 
amounted to 262 million matric tons as compared with 3.4 million metrie tena 
tin the USSR. 


Both groups of countries produce ecnsiderable surpluses of sugar, 
which are exported to the USSR. East Germany and Pelend are expected te 
ship the bulk of a combined surplus of 963,000 metric tons (raw basis) to 
the USSR in 1951 and 1952. The other group of countries is expected to 
make a contribution to Blee suger supplies of 514,000 metrie tens. Satellite 
sugar production in 1950 wee 2.7 million matric tons eas sempared with 2.1 
million metrie tong in the USSR, 
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The economic value of the Satellite area to the Seviet war potential. 
increases annuslly as goals for industrial development are atteined and 
as the area is integrated within itself and into the USSR seomeay. In 
general, the Satellite area lacks industriel raw materials for tho davelep~ 
ment of a modurn iminstrial sconomy. It de unlikely that imustrial produc= 
tion could be significantly increased im the future by using indigences 
resources only. The Satellite area has extranely limited supplies of bigh= 
grade iron ore, copper, lead, and zinc, The area has little or no niskel , 
ehroniua, molybdenum, vanadiun, or tungsten, and almost all cotton, wool, 
rabber, and tin must be imperted. Morsever, only the coal fren the Czecho= 
slevak end Poligh basins can be made into ecke. Other danestie ogal is of lew 
quality. The coal and coke shortage could be alleviated to some extant by 
utilising water power, but thia would involve costly long-term projects, 
vhich heve not so far been undertaken om a large scale, 


Because of the linited exportable surpluses of agrievitural comnoditles, 
the chief soures of foreign exchange, the Satellite countries have not been 
able to procure all of the equipment essential to extensive iaGustriglizations 
Finaneiel leans by the USSR on both short and long terms have not Milled the 
need, since the USSR, in view of its oun requirements, has allaved the loans 
to be used for only limited purchases of capital equipment. Moreover, the 
USSR has not been able fully to utilize ite substantisl gold xveaorves for 
purchases outeide the Bloe, either for its intereste or the Satellites, 
because of Western export contrela. 


Shortages of strategic raw materials in the Satellites result in strict 
Soviet control and alloeation of these cannedities anong the Orbit countries, 
such materials being diverted from surplus to deffelt areas by Sovict orders. 
Yor example, surplus pyrites and guiphur from Runenia, Albania, end Bolgaria 
are directed te Czechoslovaldia and Poland, and exportable surpluess of metal 
iurgical cokes in Czechoslovakia and Polard are allocated principally to 
Bulgaria, East Germany, and Bungary. 


The Limited inilustrial develepment and the shortages of equipment and 
materials in the Orbit comtries, with consequent restrictions on the produg- 
tion of consumer goods, account for living levels that traditionally have been 
far below evrrent levels in Western Surope and are oven semewhat below pre- 
war levels in Eastern Kurope. Furthermore, the postwar redistribution of real. 
income in these countries, which has benefited sone groupes of intustrial and 
agricultural workers primarily at the expense of the middle and profesei onal 
classes, ie « source of deep discontent, and it has reduced the incentive fer 
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improving the standard of living. Food shortages, aggravated by the drought, 
developed in 1950, and food rationing was reinatituted in some countries. But 
the Satellite comtries have se far been as successful as the USSR in estinate 
ing the minimum amounts of goods and serviess that must be made available 

to civilians to maintain them without undue Iinpairment ef their productivity. 


Inflationary problems are additional indications of diffieultisa arising 
from shortages and the enphasis on heavy ininatry. Strict Wace and price 
controls, forced savings in the form of state loans, the absorption ef excess 
funds through "free stores" (where goods are sold without ration tickets) , 
and turnover taxes (a form of ssles tax) are used to balance availeble supplies 
of consumer goods against the disbursement of monstary incomes. Moreover, 
drastic methods for restricting monsy and credit are readily resorted to, as 
in the cage of East Germany in 1948 and Poland in 1940, Neverthelesa, infla« 
tion constitutes one of the more important weaknesses of the Orbit esonunies, 


D, as LEMS Oe USSR a 

Soviet economlo~wiljtary strength drava increasing net gefins fron the 
Satellite countries, Although a statistical evaluation of these gains 
cannet be made, they can be characterized and listed as follewa: 


1. The USSR aequires in trade with the Satellites Iudustrial equipment 
and ray materials the not gains from whieh, though not adequately meagurahle 
in monetary terms, have high strategic value. | 


_ 20 The Satellites expend economic effert to equip and maintain their am 
armed forces and to support their eivilian industrial economies in the interest 
ef the USS. 


jarge portion of the national ineomes of the Satellites to eapital invest~ 
ment, which, in turn, will inerease future contributions to the USSR, 


4. Satellite resources are used to obtain foreign exchange for the 
Purchase of materials and equipment in short supply in the Bise. 


50 Experts of industriel equipment from the more industrials zed Satellites 
te the less industrialized, particularly from East Germany and Czechoslovakia 
to other Satellites, greatly increase Satellite capacity to contribute te the 
war potential of the USSR, 

6 An indirect gsin aecrves to the USSR by virtue of the fact that it 
obtains materials and equipment from the Satellites at world prices, which 
are lewer than Satellite costs of produstion. 
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ve Satellite shipments of military equipment to the USSR are increase 
ing in volume as conversion to nilitary production advances. 


8. Soviet use of Satellite skilled persomel fostera US&R militerye 
economic objectives, 


eo Soviet utilisation of Satellite port facilities, airlines, rei] 
networks, and stockpiles have econemic, as wall as strategic, aignificance. 
Moreover, the USSR 4s directing the developmeat of these facilities to maxinize 
their value’ in wartime, : 


a Ere SAM 


The Satellite countries are economically vulnerable mainly because they 
ave attempting to industrialize at an atcalerated rate despite goriovs 
deficiencies of ray materials, capital equipment, and teghnical and hanagorial 
akillas With the exception of East Germany and Czechoslovakla, the Satellites 
either have agricultural economies or ere in the early stages of industrial 
development. The attempt to industrialize rapidly throughout the ares, by 
accelerating the development of heavy industry sharply epgrevates existing 


puts and greatly increases current dependence on Western imperts, as way be 
goon in the intensified efforts by all of the Satellite eountries to ebtain 


industries unlesa materials vere diverted from the USSR, which ig unlikely 

in view of existing Soviet shortages. The problems of attaining planned 
levels of production also might be considerably aggravated by Vestern measures 
designed to promote inflation, with ita disruptive effects, Enbargoes on 

the follewing cemnedities would probably bave significant resultes ivon ore, 
ferroalloys, tin, copper, industrial cianonis, sulphur and pyrites, graphite, 
mica, asbestos, natural rubber, textile fibers, bearings, abeaslves, and spare 
parts. Additional atems ca whieh enbargees might not Jever exiating production 
levels but would retard industrial develepment and reduce gapabilities for 
expanding cutput are petroleo exploration and drilisng equipments; equipment 
for producing antiPriction bearings; complex, aitemetic machine teals: azz 


derives sasentially fron the inadequacy of equipment for explolting, processing, 
and transporting available Yesources, When the abundant resources of the USSR 
are considered together with those ef the Satellite aPGa, nO basis deficiency 
in natural resources exists for the Bloc ad a whole at present levele of 
production exsspt in natural rubber, seme rare metals, sertain nonferrous matals, 
and natural abrasives. Thove is, of course, a broader and rom: gesLorns 
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vulnerability in the Satellite srea alone because of its deficiencies in 
rav materials and because it dees not have first priority on resourcss availe 
able in the USSR, Furthermore, at the currant levels of development of the 


development and the allocation of some of its own supplies to this end, 
the extent to which the Soviet Union could and would offset the effects 
ef Western embargoes on the Satellites vould be limited, 


The principal consequence of a disruption of Sovict Bles exports would 
be the curtailing of the means te purchase abroad. Such interference would 
be particularly damaging to Poland, which ia obtaining some of the industriel 
equipment it needs through its substential coal exports to Weatern Buvope, 
Interference with experts also yould be somewhat damaging to Czschoulovaicia 
because of ita exports of senieluzuty goods to the same area. In thease 
cases, Some waste of productive facilities and temporary unemployisent would 
result, but fer the most part surpluses formerly exported te the West eould 
promptly be reallocated within the Bloc, although to less advantage than is 
gained through trade with the West. Finanoial sanctions would have a very 
limited effect on the Bos, because Satellite assets in the West, other than 
bank balances, are not large. Financial controls would, however, be useful 
te supplement embargess. 


General vulnerabilities ecmen to the economies of the Bloc include gube 
stantial institutional weaknesses and rigidity of operations. The lack of 
ethnic homogeneity and the existence of national antipathies mke eccnamle 
integration difficult, ‘Imposition of Soviet Planning and control methods 
reduces flexibility and the ability to adjust beth te the viclasitudea of 
normal econonic activity and to Western economic warfare neagures. There are 
the further disadvantages of stifled initiative and ingemuty assoelated with 


Vulnerability of the Bloc as a whole, on the other hand, is limited In 
time and extent. Since currently undeveloped netural recources in the USSR 


The ability to adjust to changing circunstances such as 2 Western enbargo would 
be a part of this development. Furthermore, esutralized direction and contre] 
and the ability to carry out industrial developnent with comparative disregard 
for civilian consumption levels are advantages that, eat least for the short 
TUR, May compensate fer the weaknesses and rigidities vharacteristic of the 
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